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EDITORIAL
 The astounding feature of the decline 
Collapse and fall of the stock market in late
October and early November was not 
the fact of descent itself, but the altogether unreasoning conster­
nation which the public in and out of Wall street displayed. 
There was nothing at all in the course of events which distin­
guished the break from its many predecessors. Month after 
month, even year after year, market prices of securities had 
climbed to ever dizzier heights. Now and then a Jeremiah ut­
tered warning and lament, but the people gave no heed. They 
thought and consequently dealt in far futures. What a company 
might earn when the next generation would come to maturity 
was made the measure of the current value of its stock. In many 
cases companies whose operations had never yet produced a 
penny of profit were selected, fortuitously or under artificial 
stimulation, as a sort of Golconda of the next voyage; and other­
wise sane men and women eagerly bought rights of ownership 
in adventures whose safe return was on the knees of the sea gods. 
It was not considered enough to look ahead to what was visible. 
The unseen was the chief commodity. Good stocks, bad stocks 
and stocks neither good nor bad but wholly of the future rose 
with almost equal facility, until at last they were sold at prices 
which seemed to be entirely uninfluenced by the rates of dividend 
or even by the earnings of the issuing companies. Government 
bonds and other “gilt-edged” securities were sold at prices 
nearer the actual interest yield than were the prices of highly 
speculative stocks to the dividend return or even to the net earn­
ings, past or soon expected, of the companies concerned. Any­
thing was possible when vision was so blurred by success.
The Public’s Blind 
Optimism
The one possibility which was abso­
lutely certain was that the crazy build­
ing would topple; but that was forgot­
ten. Everything was new and differed from the old, said the 
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gamblers. Staggering prosperity, protection by the federal- 
reserve system, the enormous buying power of investment trusts, 
general participation in the market—all these and many other 
factors constituted an impregnable defense against the application 
of that economic rule which is the counterpart of the physical 
law of action and reaction. The great pity of it all was that the 
ease with which fortunes were made attracted the small savings 
of those who could not afford to bet, and so, toward the end, 
came what might be called “the stenographers’ market.” Em­
ployees diverted the greater part of their salaries to the purchase 
of stocks on the plan which is called “margin buying”—a term 
indicative perhaps of the edge of a precipice. When the inevitable 
crash occurred they fell destitute. And yet everybody whose 
voice had been heard had said to the very last that prices of stocks 
would go up and up until they touched the canopy of heaven. 
Is it too much to say that we live in a credulous age? Apparently 
even the people who describe themselves as hard-headed business 
men were overtaken by the disaster. The whole world had 
schooled and fooled itself into a belief that what goes up must not 
come down. Most of the speculators were caught in the collapse, 
and some crawled up from under the debris with not enough upon 
them to meet the demands of conventional decency. If it had not 
been so full of tragedy it would have been ludicrous to see the look 
of blank astonishment upon their faces as they were exhumed.
Can Repetition  When an unexpected catastrophe takes 
  Be Avoided?  place it is the part of wisdom to give 
 thought to the causes and so to guard 
against repetition. Already countless explanations have been 
offered. Accusations, plausible or merely petulant, have been 
plentiful. For instance, it is said the great flood of selling orders 
which broke the market must have emanated, in part at least, 
from some of those very investment trusts which were supposed 
to bar decline—and it must be admitted that trusts which found 
themselves in a “liquid” position were able to acquire stocks at 
what seemed like bargain prices. Perhaps they sold out those 
bargains when the market steadied itself for a while before the 
fresh dash downward began. Other critics have said that they 
could see nothing peculiarly estimable in the willingness of bankers 
and financiers to buy stock after it had gone below a fair price. 
It is not necessary to dissent from that opinion. That, however, 
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does not supply an answer to the question which is uppermost 
at present—prevention of return of panic terror to the market and 
to the market’s many tributaries. Is there an answer? Why 
do men go to Churchill Downs and, having lost all they had on a 
horse which had only one chance in a hundred, go out of the 
paddock to suicide? Why will men and women buy tickets in a 
national lottery—where that pleasant and profitable method of 
subtraction is practised—knowing that the chance of winning is 
incalculably minute? Why do suave crooks with greased heads 
and mucilaginous palms find dolts to buy their worthless stocks 
and bonds? Why does mankind always make an egregious ass of 
itself when the opportunity to extract something out of nothing 
seems to arise?
 No one, of course, knows what will beWell to Face  
the Truth the outcome of the present chaos, but
one thing seems as sure now as it was 
before the fall, namely, that security prices will ultimately find 
their proper level. It seems to us that, with comparatively few 
exceptions, prices at the bottom of the recent depression were 
still too high. The theory that unstable industrial stocks should 
sell at more than ten times their annual earnings seems to us 
untenable, whatever prominent market boosters may say to the 
contrary. Public utilities, with their acute susceptibility to 
common sentiment expressed through legislative action, are not so 
safe that their market values can ignore the possibility of effective 
assault. Even railways are not always secure enough to justify 
prices twenty times the earning power. At least it seems so to 
many who remember the downs of the market as well as the ups. 
It follows, then, that the present market prices are too high and 
that further descent may be expected before the point of equi­
librium is reached. Prophecy is perilous and usually in error, 
but it does seem unfortunate that the financial writers of this 
country are almost unanimous in their paean of optimism. If we 
had a little more gloom it might be easier to measure the light. A 
solar eclipse is observed best through smoked glasses.
A few months ago an article entitledVerification of Finan-       
cial Statements”  verification of Financial Statements ap­
peared in The Journal of Account­
ancy, and at the same time a brief history of the writing and 
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purpose of the text was presented in the editorial pages. Almost 
simultaneously the federal reserve board issued a pamphlet 
reprint of the matter and in the contemporary number of the 
Federal Reserve Bulletin directed the attention of bankers, business 
men, accountants and others to the procedure recommended 
in the pamphlet. Since then there has been constantly increasing 
interest in the subject. The Robert Morris Associates, the 
national organization of credit men of banks, has commended the 
publication in the strongest terms. Societies of accountants, 
groups of bankers and many individual practitioners have ap­
proved the programme of audit laid down by the authors of the 
plan. The American Institute of Accountants no doubt feels 
a natural and just pride in the product of its committees which 
wrote the original text and revised it. In a word, Verification of 
Financial Statements has met with the heartiest reception, and its 
probable future usefulness may be estimated when it is known 
that it has already been necessary for the government printing 
office to make extra printings. All this is by way of introduction 
to a letter which deals with the pamphlet and seems to us to call 
for reproduction and somewhat extended comment. Perhaps the 
questions which are asked by the writer of the letter have oc­
curred to other people who feel some misgivings about certain 
trends of accountancy. However that may be, let the author 
speak for himself. He says:
“I am one who believes that the accountant is indispen­
sable to the prosperous adventure of modern business, but 
I sometimes doubt whether the accountant himself is ware— 
to use a good, old word in a good, old sense. And so when I 
recently came across a little brochure apparently written by 
the American Institute of Accountants and published by the 
Federal Reserve Board, I felt a keen pleasure in finding that 
it constituted really a demonstration of a most desirable 
recognition of the true nature of the burdens which the pro­
fessional accountant should carry. But I have been wonder­
ing how deep an impression it will make. Can you express 
any opinion about the ultimate effectiveness of the instruc­
tions? Will every accountant abide by the recommenda­
tions? I am not in public practice myself and I can regard 
the whole field with the eye of an impartial spectator. To 
change the metaphor rather suddenly, let me say that it 
seems to me that the hydrographic office of the profession 
has issued a new chart. Will it be used to aid navigation or 




   That figure of chart and navigator is
Sailing a Charted     Sea peculiarly happy, it seems. Surely a
document which shows the dangers of 
the passage and points out the course which avoids them is a chart 
that should remain open on the table of every navigating officer 
whose ship sails the germane sea. What master-mariner would 
dream of going a voyage without the latest official map of the 
waters whither he was bound? What harbor pilot, even if fa­
miliar with every rock and shoal, would fail to heed the special 
warnings which a beneficent government issues to safeguard 
shipping? To apply the metaphor more closely to the present 
case, let us go a little further. Every marine chart displays not 
only the general contour of sea and coast, but also the depths 
“on soundings.” The navigator selects his course partly by the 
draft of his ship. In a small vessel of light draft he may sail 
safely where his chart shows him six fathoms. In a battle cruiser 
he keeps far from all but the ample water. That is the discretion 
which a master must exercise. The chart is there to tell the truth. 
It is for the man on the bridge to make appropriate use of his 
knowledge. And when his vessel grounds, with loss of life or 
cargo, or even of ship itself, and the inevitable investigation 
follows, the commanding officer must be prepared to adduce 
conclusive evidence that the accident was due to something 
outside the scope of his proper knowledge or discretion and that 
he did indeed sail by chart, if he would stave off the disgrace 
which every officer most dreads—degradation and recall of his 
“ticket.”
In the Navigator’s 
Discretion
Now this is applicable with striking 
force to what our correspondent calls a 
chart of the accounting profession and 
to its use by the profession. Verification of Financial Statements 
explains quite clearly most of the serious dangers which confront 
the accountant in one of the kinds of labor which he must per­
form often. Instructions which will be complete to the least and 
last detail of every audit will never be written; but what is offered 
in this pamphlet is the most comprehensive and, withal, concise 
set of rules which has been compiled; and it reflects the deliberate 
opinions of men who know what the accountant should do, if 
anyone knows. Obviously the so-called instructions are not 
inelastic nor immutable. It would be absurd to contend that 
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the plan must govern every atomic order or juxtaposition. It 
will all depend, to return to our metaphor, upon the draft of the 
ship and upon what route she sails. The accountant is charged 
with moral obligation to steer where he believes no peril awaits. 
The instructions are definite enough in a sense. They do specify 
the things that should be done in what might be described as the 
average case. But not all cases are alike and if the accountant 
is capable he can be trusted to know when to depart from a plan 
which has official sanction. This discretionary power of the 
accountant is mentioned in the first paragraph of the pamphlet 
and we quote now to demonstrate the absolute necessity for 
intelligent use of any rule of procedure.
“The scope of the work indicated in these instructions 
includes a verification of the assets and liabilities of a busi­
ness enterprise at a given date, a verification of the profit- 
and-loss account for the period under review, and, inciden­
tally, an examination of the accounting system for the 
purpose of ascertaining the effectiveness of the internal 
check. The procedure described is designed for the auditors’ 
use primarily in the case of industrial and mercantile con­
cerns, but it is also applicable in the case of most other busi­
ness enterprises. The extent of the verification will be 
determined by the conditions in each concern. In some 
cases the auditor may find it necessary to verify a substantial 
portion or all of the transactions recorded upon the books. 
In others, where the system of internal check is good, tests 
only may suffice. The responsibility for the extent of the 
work required must be assumed by the auditor.”
The Selection of 
a Course
Again, at the latter end of the pamphlet, 
we find these words: “If the auditor is 
convinced that his examination has been
adequate and in conformity with these general instructions, that 
the balance-sheet and the profit-and-loss statement are correct 
and that any minor qualifications are fully stated, the following 
form of certificate may be used.” In paraphrase this might be 
written: “You may give a clean bill of health if you have made 
the inspection required by these rules. You are responsible for 
any failure to observe the rules, but of course there will be cases 
in which departure may be justified.” The accountant who has 
done all the things which are recommended in the pamphlet can 
give his unqualified certificate with the comfortable assurance 
that he has done the best that could be done. Whatever adverse
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criticism may ensue, he can rest without fear. All that can be 
expected of any of us is the best in our ability. When the ac­
countant who has not done all these things is brought face to face 
with accusation of remissness or shortcoming, the onus of ex­
culpation is upon him alone. He may be—in most cases he will 
be—able to explain his action or inaction by sufficient reasons, 
but he will be compelled to explain. So it appears that the sug­
gestions in the pamphlet are not as the laws of the Medes and 
Persians. They point a safe channel to the destination. There 
may be short cuts, but whoever elects to take them should know 
the way.
So enchanting is the figure of chart and 
mariner that it had almost obliterated 
the question which our correspondent
The Course of 
Wisdom
asks: ‘‘ Will the chart be used to aid navigation or be stowed away 
in a metal tube?” Who knows? It is certain that there are 
many accountants practising individually or in partnership who 
regard with favor everything which makes for the betterment of 
the profession and the stiffening of the requirements of practice. 
It is equally certain that there is an irresponsible fringe which 
adds nothing to the beauty or usefulness of the profession. That 
fringe flaps noisily in the wind of publicity. It will be difficult to 
keep it silent. But no profession nor trade is free of the un­
worthy. The frequent mistake is to take it too seriously. In 
accountancy as much as in almost any other profession, the good 
preponderates. We should like to believe that the pamphlet 
will be accepted by the entire profession as a statement of what 
should be done in normal circumstances by the prudent and com­
petent practitioner before certifying that financial statements are 
in his honest opinion correct. It will not be ignored. It can 
not be. It will not repose in a metal tube. We believe that 
the wise will cherish it. What the unwise will do is ever below 
the horizon.
The Problem of 
the Mature
What is to be done with all the ancients 
who cumber the way—those antedilu­
vians who are past the football age—
native of the past century? Some of them are in the sere, the 
yellow leaf of forty years, some even past the portals of the second 
half century. There is nothing worthy in them. A sickly
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sentimental law forbids senicide, and we may not slay them. 
Nature makes its unending demand and they must eat. But 
what shall be done with them? This is the day of dynamic 
youth. Every decennial milestone marks the bound of a land 
of decreasing opportunity and the traveller who passes comes into 
a new country of lessening hope. The men of thirty are the 
oldsters. Beyond that age is doddering futility and then oblivion. 
At least it seems so. No man who has entered into the realm of 
middle age and has failed or fallen on evil days has much 
chance of a fresh start in these enlightened times of the do­
minion of youth. No firm will employ the aged, few the mature, 
many the utterly inexperienced. It is a great problem and 
many a mind is thinking about it, but no one is able to do much 
toward its solution. There are employers of labor of all kinds 
who profess to deplore the current insistence upon adolescence 
as the only recruiting ground. They say that there is no good 
reason for the cult of the callow—no logic supports it. They 
regret that other employers will not take advantage of the mellow 
proficiency of men who have served their apprenticeship and have 
learned how the work should be done; but when the need for new 
men arrives these very employers are as short-sighted as those 
to whom they have attributed lack of vision. Preaching the 
doctrine of fairplay for the trained man is one thing. Its practice 
is another and, by all the portents, in disfavor. Everybody who 
employs seems to be imbued with the same fear of the middle-aged 
or elderly employee. And so a great wrong is perpetrated and a 
reservoir of incalculable power remains untapped.
Experience Is at a  How utterly silly it all is. It is well to
Discount think of it for a few moments. In the 
practice of accountancy, perhaps more 
than in any other professional vocation, with the possible excep­
tion of the church, experience is the one asset of unchallenged 
supremacy. It is the one thing above all others upon which 
success depends. Anyone who is moderately honest and perse­
vering can acquire the theoretical fundamentals of any profession; 
but accountancy, with all its constantly changing conditions, its 
rapid development from stage to stage in the business world, is 
not a mere question of rote. The able man is the man who knows 
what to do because he has had to do something of the same kind 
in the past. By the variety of his experience he is made ready to 
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do effectively and well what is to be done when new conditions 
arise. In spite of these self-evident truths accountants who come 
to the middle age and are thrown out of employment, perhaps 
because of circumstances which are in no wise their fault, find it 
almost impossible to obtain even a hearing from potential em­
ployers. This is not idle assumption. It is hard, bitter fact. 
It can be conclusively demonstrated by the records of one of 
the agencies of the American Institute of Accountants. That 
agency, which is called the employment exchange, undertakes to 
bring employer and employed together to the end that firms need­
ing men may find men who need employment. It is a purely 
impersonal service without fee or acceptance of responsibility. 
Scores of men come to the office to be placed on the list of eligibles. 
Many accounting firms write or telephone for senior or “semi­
senior” assistants. The exchange renders a good deal of help 
and something of the kind will always be necessary; but the point 
now in mind is not the service which is made possible; rather the 
unexpected difficulties which are encountered in finding place for 
some of the men who seem most desirable. Let it once be known 
that an applicant for employment is old enough to be president 
of the United States and his fate is sealed. He is not wanted. 
One wonders sometimes whether it is an accounting staff or a 
boy choir that is in process of formation. Some firms—far too 
few—are willing to take men who have good records and are 
qualified by experience, without much consideration of age; and 
those firms, let it be said, are among the most highly respected in 
the country. They have a way of attracting trained men who 
can enhance the reputation of the firm and will maintain the 
best traditions of the profession. But most of the employers in 
accountancy have been inoculated with the virus of a theory 
which appeared first in factories and shops and gradually spread 
to offices, the theory that age is the great deciding factor in the 
value of an individual employee. There are, of course, some 
kinds of physical labor which are best performed by the splendid 
vigor of young muscles, but brains are not muscles and are not 
to be catalogued or valued in the same way. If Americans— 
and they are the worst offenders—would only learn that mind and 
matter are neither synonymous nor always concomitant it would 
be the beginning of a better day for the man who knows something.
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